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SECTION Ie SUMMARY OF FAR EAST TRENDS AND DEVELOPMENTS 


US consideration of the industrial rehabilitation of Japan has given 
rise to uneasy speculation on the part of other nations with Far Eastern 
interests that an early Japanese peace treaty could impose limitations or 
Japanese industrial activity which would alleviate the fear of a resurgent 
Japan (page 3)» Japan may produce railway rolling stock for Soviet use in 
SaMialin (page 3)« 

Australian good-will mission to Southeast Asia, headed by MacMahon 
Ball, is meeting with strong opposition because of the ’‘White Australia" 
policy, (page U)« At the United Nations Economic Commission for Asia and 
the Far East meeting in India, 1-18 June, both the US by its stand on 
financial aid and the USSR by its debating techniques which greatly slowed 
progress at the conference, appear to have lost popularity with delegates 
from Far Eastern countries, (page 5). Soviet economic activities in South- 
east Asia continue, (page U). 

Japanese Premier Ashida , s decision to dissolve the Diet and hold elections 
rather than to resign, may be taken as a test of SCAP’s attitude which until 
recently has been opposed to new elections (page 6)* 


Negotiations between Seoul and Pyongyang to effect a settlement of the 
electric power dispute have reached a complete stalemate (page 6)® 


.Increasing military activity over a wide area in China was highlighted 
by the Communist capture of the important city of Kaifong (page 7)* Faction- 
alism in the legislative Tuan is further indication of the rifts in the KMT 
and while such rifts may be indicative of the appearance of democratic 
tendencies on the Chinese scene, they are hindering the formation of any 
unified or effective government policy (page 7). Chinese students plan to 
expand anti-US activities (page 7)» 


t In succeeding sections oF"€his Weekly, tKiTTolXbwihg marginal 
notations ar® used: 

(1) ’iM^asterisk to indicate that all or part of an 

item is based solely upon information from Stains - 
11 S/S distribution” series* 

Ah lYsteiv&Vjfi- 


( 2 ) 


“A", «B", or "C" 


importance, in B/FE’s opinion, of 

sting the most important ones. 


the item, with "i 
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SECRET 


btJMMARY (continued) 

Prolonged disturbances in IJalsya, which now oan be considered likely, 

■•‘Viiid deprive the UK of a major dollar earning area, the US of a source of 
-riial new materials and s?cmld seriously jeopardize the success of the 

■'•V'Vopaan Becevary ft?ogra» (page 9)* 

Success of the new provisional regime in Indochina nay depend an the 
ability of High Commissioner Bollaert. at present enrouto to Paris* to 
convince the French Assembly of the inreediata necessity of annrovittir and 
implementing the Franco^/ietnaaesa treaty, (page 9) 0 

Amnesty for dissident agrarian organizations may result in an increasingly 
nationalistic trend (page 10) « 

9 
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SECTION II. DEVELOPMENTS IN SPECIFIED AREAS 


GENERAL 

A-iaatraLlg desires a state ment of U S aims in Japan 

US consideration of the industrial rehabilitation of Japan has given "B" 
rise to uneasy speculation on the part of other nations that an early 
Japanese peace treaty could impose limitations on Japanese industrial 
activity which would alleviate the fear of a resurgent Japan. Typifying 
this concern is the Australian attitude regarding recurrent Japanese 
economic penetration with the attendant possibility of Japanese military 
resurgence. A Reuter despatch from Canberra quotes Australian External 
Affairs Minister Evatt as charging (1) that the US policy o f building up 
Japan would result in danger for Australian and the Pacific nations, 

(2) that this view is shared by other British Commonwealth members on the 
PEC, and that (3) whereas Australian policy as regards the peace treaty has 
not changed in any respect, worsening of US-USSR relationships has caused 
the former American position regarding Japanese industry to be superseded 
by a policy similar to that which was followed in Germany after the first 
World War. In view of these and similar changes, SCAP believes the time 
opportune for the issuance of a US policy statement vis-a-vis Japan. 


Japan may produce railway rolling stock for the USSR 

SCAP has reportedly approved the manufacture by Japan for the USSR of "B 11 
&3j50Q*0OO worth of railway rolling stock in exchange for coal, coking coal, 
wood pulp and other raw materials produced in Soviet-controlled Sak halin . 

Under the reported agreement, Japanese factories will manufacture 30 loco- 
motives, 160 freight cars, 20 refrigerator cars, 20 tank cars, and a number 
ox passenger cars for railways in Sakhalin. All this rolling stock will bo 
narrow gauge, not widely used in other parts of the world. 

The USSR has been negotiating with SCAP for such an agreement for so m 
time. In ’day of this year, the US Political Adviser in Tokyo asked the 
Department of State for advice cm such an agreement in view of US export 
restrictions on the manufacture and sale to the USSR of items that may be 
used in a re-armament program in that country. (See FE/P Weekly U May-10 May 
19U8)o At that time, the Department of State replied with the preliminary 
opinion that each such transaction must be 'Considered on its merits in the 
light of goods obtainable by Japan from the USSR. The execution of this 
agreement would mean that SCAP has determined that the railway rolling stock 
would add little to the USSR war potential whereas Japan will receive quanti- 
ties of essential goods which ax’© not obtainable elsewhere. 
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ODORDT 

GEN ERAL (continued) 

US polic y in the Far East criticised by Sin^i 

The charge that US policy in the Far East is vacillating and temporary "B" 
was mads by the Indian delegate to U33TCOK, S ins^« in an unofficial conver- 
sation with US political Advisor, Jacobs. Singh said that tee US seemed to 
’as directing nil its attention towards Europe ana neglecting the Far East. 

Tie intimated that perhaps the US had decided that it cannot affectively 
oppose the USSR on all fronts and as a result planned to abandon Asia. 

Because of the irresolution of US policy, Singh said. Far Eastern nations 
aro faced with tee dilemma of either siding with the US and naming the 
risk of being let down or of seeking to slide, as gracefully a a possible, 
into the Soviet orbit. Shlgh*a statements, are probably indicative of the 
views held by acme informed and influential persons in Far Eastern countries 
and consequently, exert some influence on the attitudes of these countries 
towards te© US and ite policies. 


USSk economic activities in Southeast Asia continue 

Me .MU n * 1 -J» I . •jreJMuar w. ' H' I n» ■ » I . i ■— 1 « > h.i. ■ i I ■> < ■■ -•>.- «0» it — -r. . ■ » 

USSR economic activities in Southeast Asia (SEA) appear to be gaining "B° 

moi-teniunu Further Soviet offers to bur unlimited quantities of tin and as 
ranch as 3,000 tons monthly of rubber in Siam together with a newly expressed 
Chechoslovakian interest in rubber and other commodities indicate Soviet 
eagerness to compete in the SEA marked 0 In addition, USSR shipping facilities 
are reported to be readily available for trade with Siam. Trade representa- 
tives of tea USSR and Czechoslovakia apparently are agreeable to payments in 
US dollars, UK pounds or by barter. The USSR has offered to export to Siam, 
among other goods, newsprint, chemicals, coal, and oil. Tlia Soviets are 
reported to bo enlarging their area of economic activity by recruiting Chinese 
agents for the penetration of Siam and Malaya and through Siamese and Chinese 
labor unions in Bangkok. 


Australia mission to Southeast Asia meeting with strong opposition 

Australia’s attempt to develop harmonious and constructive relations "B” 
with the countries in Southeast Asia through an educational and relief 
mission under the leadership of McMahon Ball, is meeting with strong and 
unexpected opposition. Leading Malay, Chinese, and Indian political 
leaders in Singapore attacked the mission on the grounds that Southeast 
Asian resentment of the "White Australia" immigration policy was not to be 
allayed by good-will gestures alone. The chairman of the Left Wing Nationa- 
list Party refused an Invitation to meat Ball, while the president of tee 
Right Wing Malay Union informed Ball that Australia’s immigration laws caused 
distrust throughout tee area. 

Reations in Australia to this development have been mixed. Sams federal 
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• GENERAL (continued) 

minioters suggested that a conference bo called to iron out difficulties. 

Morning Herald attacked the ‘’recent harsh interpretation*' of 
the ixmaxgration 'laws, rhflo the Sydney Daily Mirro r demanded Ball's recall, 
.i ollowing his statonsnt that the next ten years - see a change in 
Australia's immigration policy. This latter statement ms denounced by 
Foreign Minister Bvatb as outside the competence of the mission. 


Third Session of UM-ECA^E fails to develop concerted program for the economic 
r ehabilitation of the Far ?ias¥ o! “ ’ ■ r 

The United K at ions Economic Commission for Asia and the Par East meeting 
in Gotacarrrund, India, June 1 — 18th, concluded its third session with little 
tangible evidence that progress had been made towards the economic develop- 
ment and reconstruction cf the Far Easto Like the previous conference, held 
in Baguio, P.I# in November 19U7, leaders of the Far Eastern delegations 
maintained that no improvement in their economic position could be achieved 
without assistance from western nations in the form of capital goods. The 
US ambassador Henry F. Grady, however, dispelled any impression that the US 
intended to bolster Asian recovery with outright monetary gifts. Both US, 
its stand cm financial aid, and the USSR, by its debating techniques which 
greatly slowed progress, appear to have lost popularity with delegates from 
Far Eastern countries. The earlier sessions of the conference were mar ked 
by a political controversy centering around the decision on the application 
of the Indonesian Republic for associate membership. Unable to agree, the 
conferees accepted a resolution by the Philippine delegation which postponed 
action on the issue until the fourth session. A Soviet delegate asked for 
consideration of Vietnam membership, but an issue was avoided by a ruling of 
tne Executive Secretary that the Vietnamese had not applied for membership. 

The session did, however, provide an opportunity for an exchange of 
views by Southeast Asian countries concerning the possibilities for future 
cooperation, and the machinery to effect implementation of future decisions 
was agreed upon. Temporary headquarters of ECA5E will remain at Shan^iai, 
and Australia will be the scene of the fourth session which will be held in 
November 19^8. 


^^8ECRET 
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japan 


25X6 


Ashida's position nay be taken as a test of SCAP’s attitude which 
until recently has been opposed to new elections. At the same time it 
may represent a challenge of the ability of the opposition to organize 
sufficient popular support for a clear-cut-electoral victory. 

rumors of Emperor 1 ^ Abdication unfoun ded. SCAP believes the recent "C" 
speculation concerning the possible ' abate aHon of Emperor Hirohlto to be 
unfounded. He further believes that these rumors are inspired largely by 
foreign sources, and are a corollary of the "inveterate irresponsi bility" 
of the press correspondents who seek sensationalism. 

K OREA 

negotiations between Seoul and Pyongyang to effect a settlement of "C" 
the electric" 'power dispute have reached a complete stalemate . Ke“5ovTet 
reply of 15 June to Gen. Hodge in South Korea by Gen7 M j r . S. P. ; erkulov. 
Commanding General of the Soviet Forces in North Korea re-stating the 
Soviet refusal to accept responsibility for the cut-off of the flow of 
electric power from North to South Korea was expected. The US is now 
faced with two alternatives: (l) the US can deal directly with, the North 
Korean Feople's Committee as the USSR insists, however, this would be 
tantamount to US recognition of the sovereignty of that body in North 
Korea, or (2) the US can make representations on a Washington - Pose cm 
level although this new approach offers little hope for a" satisfactory 
settlement. However, such representations might be considered by the 
Koreans as evidence of the good faith on the part of the US to settle 
the dispute thus having a salutary effect. 
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- 7 - 

ghu'-ja 


Consscaiats continued their southward drive along the Tie.^tsin-Pukou Railway, 
cut tho Lunghai Railr?a-.* between Xaifeng and Hsuchou, and, joining with units 
teoz. tic Central China region. launched the latent in a series of attacks 
upon the Chonghsion-Kaiferig area,, The quick recognition given the Communist 
capture of Zuifeng by the Nationalist press may reflect Nationalist conviction 
that the Goiracuniets trill simply loot tha city and with.tr. nr without defending 
it in. the face of Nationalist counter-attacks* Xn the north the Cojammiste* 
after withdrawing from Changtoh, have attacked the Poipi -.g~ Kutaten Railway in 
■‘V-.n vicinity of this Sellaa coal fiolds near Tattfpbart. K tionslint reinforce- 
iacats subsequently reduced that threat, hut the Ccaisunieba shifted their 
attacks eastward to tha Luanhsian area. 


Although tha Nationalists have failed to seise the military Initiative i 
in this period of relative Communist quiescence. Nationalist leaders are I 
reportedly confident of their ability to strengthen and hold presently 1 
occupied areas and are oven thinking of possible counter-offensives when and I 
if the Communists move, leaving their base areas vulnerable. t 


Factiona lism in the Legislati ve Yu an has resulted in severe attacks on **A M i 
Wong ?fen?85o i ‘a program. Wong, “wl"$K no political following of hi* own, may * I 
not last more than a fevr months as Premier jt*', ' • V • wCDSf/ SSujJui5»j«5 that oven 
the Generalissimo can not control more than 2$% of the legislature** Sun Fo, 
President of the Legislative Yuan, deplored the fact that the many divisions I 

prevented the emergence of any capable legislative leadership. One legislator, ! 


most outspoken in his criticism of the Government, said that some members of « 
the Yuan may fora a third party if necessary. This factionalism is further ! 
indication of tha rifts in tha Kuraiintang, While it may be evidence of the f 
appear ancs of democratic tendencioe on the Chinese scan©, this conflict is \ 
hindering the formulation of any unified or effective government policies 0 t 

Id. Tsung-jen's program for reform as explained by Kan Ghish-hou, his j 
political advisor, anticipates the removal of Chiang Kai-shek when Ghiang's i 
support from the Whampoa Clique dissolves. According to Kan, after the f 
introduction of many new faces into tha Government and tha formation of third i 
party from alesaants in the Legislative Yuan, Li hopes to effect a settlement j 
with the CcasHuniats that will give the latter a minor position in the Govern- ‘ 
meat. At present, however, Li appears to bo making little progress with his | 


program and it is doubtful if he can aako tha accommodation with the Ccmnunists 
which lie is reported to desire * 


Anti-American movegiKmtao Tha Chiaotung University students, who have n F* 
been agrTaHn^agai^F ^SarallQged US policy of resurrecting a militant Japan, 
have seemingly maneuvered tha Shanghai mayor into a dilemma. They have refused 
to answer his eight aqusstions designed to uncover the organisation behind the 
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recant student unrest. Mayor Wu had stated that if satisfactory answers 
nars not returned, hs would summon the students for questioning before a 
tribunal of public opinion bodies and he has near decided to invite delegates 
ora ? t^ g0 n f nber of public organs to form such a tribunal „ However, the 
onaiigna_ oonsulato feels* the Mayor is deeply concerned over the students 
• r<3 ™ i ^ V9St cho covenant with the character of a "cause celebs*©" and to 
prove tfao* pure motive" behind their actions, in which designs they will be 
insisted by solidified anti-US sentiment in non-student circles and a general 
tendency to condone these student activities 0 

~ f ,iuction to us Policy ih Japan came from still another source when Hone 
g boexnossiasan recently established an association te oopose US a jd to 
uapsneae industrial recovery. 

chipping . The Ministry of Cornmmi- "C» 
ca-Gioiu. lias announced tSa€ preiinmiary arrangements have been mad© to permit 

?L!SE? 9 SEPflLJj 4 3upplias to to sail up the Yangtze River, under 

5 n T di J i0 ^ not Infriags upon China* s inland navigation rights,," 

(The Yangtze has been closed to foreign shipping since V-J Day.) Such special 
pri.yx_eges are granted 'only for a temporary period of 6 months or 1 year, and 
posts of call are limited to Nanking and Hankow. According to the reported 
agreement, only US merchantmen coming direct from foreign ports will be 

^ h ® se ® hi Pf 053 the return voyage will be allowed to load export 
articles destined for foreign countries without making further stops at Chinese 
earouue. Britain will probably renew efforts te obtain the same privSIJe, 


Curivmcy/Pric 
s ituaTSon^ CnaBIl 


1cm« Despite renewed Government concern over the economi.c n W 

week— CN 82 I!! Dol ItT S r 5 3e to a n8w hl § b daring the 

weeic--i,N ^2,2.50,000 to US $1. Following this slump in the value of the CN 

coEEodxties reached new highs with rice soiling at over CN |10 million a picul, 
as compared with the pre-war price of only CN $10. Soaring prices and short 
sefcious rice riots in Chungking and Ningpo. Each succeeding 
inanoxal crisis is more severe, while control measures seem less effective , 

1 ap f 1 f? por J >s increasing refusals to accept CN currency as a monetary 

medium, although such a trend is not yet wide spread . 


The Shanghai Markets 


US I Exchang e (Sell ing Rate) 
flifficlal 11 open! 1 ^lackaar toarF 


This wsclc (18 Jun 1*8) 
Week ago (11 Jun 1*8) 
Month ago (18 fey 1*8) 
Year ago (18 Jun 1*7) 


CN $1*80,000 
1 * 80,000 
1 * 80,000 
12,000 


CN $2,100,000 
i*67£,000 
1,120,000 
3l*s 000 


Wholesale Price of Rice 
~ per i?2~T5~^Icu 3. _ 

CN $10,100,000 
8,800,000 
£, 3 * 0,000 
1 * 00,000 
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^saUjof, Common-! oW seafood 


‘‘1 1.\W' 


vho esctwiaiion, v- the r^lli^'CcrSissi^er:,' 0 f special 


MAtt 


v.oa.co nov.o 


srior- 


■‘Vt-i raid’s by the /.ovorrmcnt has 


left of Valera speJ s 


^ Hi 


1 *1 “I 


n an^rer iustitctec by the Ualtyan 


' Cfcv.mteis, T;fre nro cry 


^ ’ V *" ^ { 9= ‘ 

,5>* mJ.I .'•* 


'•*•'. 'I 


ng'iy Chinese ivwe. 


O?' P&; R>„ J?. £ C. i 

mist PvTty e 
end 


■fez x {■ oiivexj orgnnxEcd aj.d sponsored various v .'id?- uniono ?u\d 


•.'tv.xonu.tiat .orgartf s&txc.jn, art bofe-v-n ! : zy nay 1940 h'.d net openlv resertnd 
”•* o ; .ch c r. , 3iv>co ■ '0 • Day, bopevor. when 0 orrr.'.nipt <•■•'.'• vy;ro 

' ■ -'l'- ■■•■■, v u r o:ji.£>v. .fc 1 r : .!•■?■,►-* > j * xtc* he rur % c*r '•'?•:*;• '.tiers a ••.?•, -j .'■'-> 

■ ", '., • •; ■ '■'•■ (>- >•■•' •■.sjr.y .von • - . ox-xcx “.on and. 

• v/rocr o. , .'JvopQSn ard • .ix<xni> :• ba ay Chinese r»"Lanters and cent mctorr, 

British authorities in ^alsjm, Including the Governor General. !**a5.co!iu 
acDcrx-xd, recently fiosaroed that th^jr bed evidence of Communist olsns for 
t.'oXivxcsi. ox.fensi.ve jo the Par Pest, including dS.sturbar'.ccs in 

.ji'iile the USSR is engaged. Ja extensive purchases in of rubber 

.. o< Sb,cekpij.^.ng p®pooca, xi is likely that the Soviets have playsd a part 
?.n the declaim to effect a substantial curtailment of UK and PS influence 
m 'kk® area *°y creating c md.it imo which would * necessitate the expensive 
eanlc^ont of the Xfmtod UK military strength. It would appear that the 
Sov3.es s:, and <,cnr*l Chinese Cemuninfc elements .o.r>© aware that fn< mu st also 
contend with an armed Chinese Wzosdatane faction, T?bo have indicated their 
eofceripa&pim to ^ assort control in T-^ilaya if UK authority shows o3^as of 
ee .... . down. Prolonged 03 .sfcnrbAn.cQs in ? 'Slays which se ~ can be ocvisidored 
tiksiy. Vvxild deprive the T'K of a' major dollar earning area, the US of a 
uenreo o? -/.ir.al raw Jatariais, and would seriously jeopardise the success 
of the Suropoan Reeovesy ?ro«yem. 

FL^ICH IKD0QHJNA 


_ 0 in Pr enoh .Xn^cMna daser?da cm. clarification 

P P.-^-Pp ^ » A proapt. clarification of French p olicj/' vx c ■•-•a~v Frencih 
Indochina is essential if agreements in the sensitive diplomatic, military, 
and economic .fxdds are to be ^concl.uded with the Fr£tach'*»sronsored nrc?v.i.s5,on&3 
central^ government of Vietnam. The status of French Bidocliina, which was" 
parUajjy clarified in the 5 June - agreement negotiated in Indochina by 
French High poiiad.s3ioner BollQGrt, was the subject of recent remarks by 
Coste-Ploret, the Fronch minister for Overseas' Francs. Coetc-Florat indi- 
cated that the fundamental position of the French Gevernsaent calls for the 
complete freado-a of' Vietnam within the French Union and the unification, by 
a free popular vote, of the threo states o opposing Vietnam (Tonkin, Amam/ 
and Cochiiieliina) . His .first point was qualified, however, by the statement 
that within the French Union there most h& "tmityF of diplomacy and of the 
awv. Despite his insistence that unification is to bo decided by the 
Vietnamese th^nselves, C oste-Floret maintained that the signature of the 
5 June treaty did not imply French recognition of unification- inasmuch as 
agrccfsent by the French -Jo the statu# of"Goohir»chim 

(still a French colony) rcnviin^^Bl^^OTdj^’ necessary, success ox the pro**' 
^•slonal^ li^i'gpr^n .IndccfciKSk djDmacUwaoaK #e»t , 
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present en route to Paris, to convince the French Assembly of the 
xrmadiate necessity of approving and iraplcrapritlntr the Franeo-Vietn&me 

•c.roaty* 

r-:iiiJfPPT?iTas 


& 


won 


, iipSggfeC. crga ni nations my result in 

^.^nafcion^^tie^fa^d , The amnesty proclamation pardoning members of ^ 
both the Hukbalshap, d.i s aidant agrarian organisation of central Losm, and 
•its political affiliate, the National Peasants* l*rdon (PKP) signed ?” June 
■• President 'Uirino .in the presence of Kok leader, Luis Tame is expected 
approved without delay by the Philippine Congress which is currently 
:m special session. The long-awaited amnesty reportedly followed a crucial 
meeting on 6 June in central Die on at which Huk loaders and Government repre-* 
tentative Antonio 'biirino, brother of the President, threshed out the amnesty 
terras and agreed upon the following points of poliC 3 r: (1) encouragement of 
Filippo-owned industry; (2) a more equitable land distribution- to the peasantry; 
&nd (3) implementation of* policies free f ram foreign influence and ccntrol c ' 
Taruc t*o recently admitted his raenfoership in the Philippine Communist Party, 
is an ardent nationalist and has repeatedly protested against US privileges 
and influence in ihe Philippines. It is likely that the Quirino Administra- 
tion, v/hic h by initiating the amnesty negotiations has already departed 
abruptly from the policy pursued by the late President Rastas, will carry out 
the amnesty by a gradual trend toward ths policy outlined at the 6 June meet- 
ing,^ As a result the US may be faced with increasing requests for changes 
and interpretations of the treaties which define rather rigidly the rights 
of the US and of us citizens in the Philippines t , 
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